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STATE  OF  MONTANA 


(Dfficc  uf  tl|c  lUin^islatilic  Auhitnr 


MORRIS  L    BRUSETTCPA 

lEGlSLATIVE    AUDITOR 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


November  1980 


ELLEN  FEAVER.  CPA 

OEPllTy    lEGISlAIIVE    AUdllOl' 

JOHN  W   NORTMEV 
STAFF  lEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Department 
of  Health  and  Environmental  Sciences  for  the  year  ended  June  30, 
1980. 


The  audit  was  conducted  by  G.  Dean  Reed,  C.P.A.,  under  a  contract 
between  the  firm  and  our  office.   The  comments  and  recommendations 
contained  in  this  report  represent  the  views  of  the  firm  and  not 
necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


Respectfully  submitted. 
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Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 

Page 

Require  sub-grantee  county  health  departments  which  use  their  internal 
records  as  a  basis  for  billing  the  State  for  cost  reimbursements 
to  reconcile  these  records  with  the  county's  official  accounting 
records  before  submission  of  final  grant  billings.  5 

Agency  Reply  -  Concur.   See  page  18. 

Expand  internal  audit  reports  to  include  the  time  period  and  dollar 

amounts  covered  by  internal  audits.  6 

Agency  Reply  -  Concur.   See  page  18. 

Implement  as  a  standard  procedure  in  the  Department's  bill  paying 
process  the  identification  and  consideration  of  available  cash 
discounts  for  prompt  payment  of  bills.  6 


Agency  Reply  -  Concur.   See  page  18, 


Establish  procedures  to  insure  that  the  Department's  revolving  cash 
fund  is  adjusted  to  actual  at  year  end. 

Agency  Reply  -  Concur.   See  page  18. 
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G.    DEAN   REED 

CERTIFIED     PUBLIC     ACCOUNTANT 

1300  Cedar   Street 

HELENA.    MONTANA    59601 


AREA    CODE    406 
TELEPHONE    442  60S0 


October  28,  1980 


Legislative  Audit  Committee 
State  Capitol 
Helena,  Montana 

I  have  examined  the  financial  statements  listed  in  the  foregoing  table 
of  contents  of  the  various  funds  of  the  State  Department  of  Health  and 
Environmental  Sciences  for  the  two  years  ended  June  30,  1980.  My  exam- 
ination was  made  in  accordance  with  generally  accepted  auditing  standards 
and  accordingly  included  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  I  considered  necessary  in  the  circumstances. 
In  addition,  federal  audit  guides  applicable  to  federal  grants  to  the 
Department  were  used  in  selecting  the  audit  procedures  employed. 

In  my  opinion,  the  accompanying  financial  statements  listed  in  the  afore- 
mentioned table  of  contents  present  fairly  the  financial  position  of  the 
funds  of  the  Department  of  Health  and  Environmental  Sciences  as  of  June  30, 
1980,  and  the  results  of  operations  of  such  funds  for  the  two  years  then 
ended,  in  conformity  with  generally  accepted  accounting  principles  applied 
on  a  consistent  basis. 

The  accompanying  statement  of  expenditures  and  withdrawals  by  program  and 
category  is  not  necessary  for  a  fair  presentation  of  the  financial  state- 
ments but  is  presented  as  supplemental  information.   This  information  has 
been  subjected  to  the  tests  and  other  auditing  procedures  applied  in  my 
examination  of  the  financial  statements,  and  in  my  opinion,  is  fairly 
stated  in  all  material  respects  in  relation  to  the  financial  statements 
taken  as  a  whole. 
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COMMENTS 

GENERAL 

The  Department  of  Health  and  Environmental  Sciences  (hereinafter  referred 
to  as  the  Department)  was  orginally  established  by  law  in  1901  as  the  Board  of 
Health.   In  1967,  the  statutes  created  a  Department  of  Health  subject  to  the 
policy  guidance  of  a  board  composed  of  seven  members  appointed  by  the  Governor 
for  terms  of  seven  years.   The  Department  was  renamed  and  reorganized  as  a 
result  of  the  Executive  Reorganization  Act  of  1971,  under  which  the  seven- 
member  board  was  renamed  the  Board  of  Health  and  Environmental  Sciences  and 
was  continued  as  a  quasi-judicial  board.   Section  2-15-2104,  MCA,  specifies  that  the 
membership  of  the  Board  shall  include  at  least  two  members  who  have  "professional 
qualifications  in  a  human  health  service  licensed  by  a  board  within  a  department 
of  professional  and  occupational  licenses",  that  a  third  member  must  be  a  doctor 
of  veterinary  medicine,  and  the  other  members  "shall  have  demonstrated  intelligent 
and  active  interest  in  the  field  of  public  health". 

The  Department  operates  pursuant  to  a  variety  of  state  laws  which  are  pri- 
marily concentrated  in  Title  50,  MCA  (Health  and  Safety).   The  statutes  provide 
many  specific  functions  for  the  Department  but  they  can  be  summarized  as  eval- 
uation, maintenance,  and  improvement  of  conditions  affecting  the  physical  well 
being  of  the  residents  of  Montana. 

To  administer  the  laws,  the  Department  is  organized  into  six  divisions 

headed  by  the  director.   The  Divisions  are  as  follows: 

Centralized  Services 

Environmental  Sciences 

Health  Services 

Hospital  and  Medical  Facilities 

Laboratory 

Legal 

Most  of  the  divisions  are  further  broken  down  into  individual  bureaus  each  with 

its  specialized  area  of  emphasis.   Working  directly  for  the  director's  office  are 
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three  units  -  information,  personnel,  and  planning  and  evaluation.  Several 
councils  exist  which  provide  advice  to  the  Department  solely  on  an  advisory 
basis. 

The  Department  is  currently  housed  in  several  locations  in  Helena.   How- 
ever, currently  under  construction  is  a  new  wing  to  the  state  building  which  is 
the  Department's  headquarters  and,  it  is  contemplated  that  the  Department  will 
be  under  one  roof  in  1981.   The  Department  has  some  employees  in  other  cities. 

The  Department  works  closely  with  county  health  departments  throughout  the 
State  and  contracts  with  the  counties  and  many  other  organizations  and  individuals 
in  administering  the  State  Health  Plan. 

The  activities  of  the  Department  are  financed  from  a  variety  of  sources 
including  general  fund  appropriations,  earmarked  fees,  and  federal  grants  as 
shown  by  Exhibit  C  on  page  12  of  this  report. 

I  observed  no  material  weaknesses  in  the  Department's  internal  accounting 
control. 
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SUB-GRANTEE  RECONCILIATIONS 

Many  of  the  Department's  sub-grants  are  made  to  county  health  departments 
in  Montana,  and  are  in  the  nature  of  cost  reimbursements.   In  Montana  county 
governments,  the  official  accounting  records  are  maintained  by  the  county 
treasurer.   County  departments,  such  as  health  departments,  have  their  oper- 
ating expenses  paid  by  processing  claims  through  the  county  treasurer's  office. 
At  the  end  of  each  month,  the  treasurers'  compile  reports  showing  expenditures 
by  department  and,  to  varying  degrees,  by  program.   These  reports  are  often 
not  available  within  a  time  frame  to  enable  operating  departments  to  use 
them  effectively  (e.g.  use  as  a  basis  for  billing  the  State  for  reimburse- 
able  costs) . 

In  order  to  obtain  timely  reimbursements,  county  health  departments  often 
maintain  their  own  internal  accounting  records  and  use  these  records  as  their 
basis  for  billing  the  state.   Upon  submitting  an  expense  voucher  to  the  county 
treasurer,  the  health  department  records  the  item  as  an  expense  in  its  records 
and  bills  the  State  accordingly.   Under  normal  circumstances,  this  should 
present  no  problem.   However,  a  variety  of  factors  can  result  in  some  problems, 
some  of  which  were  noted  in  this  audit.   The  county  auditor  may  find  an  error 
on  the  submitted  bill  and  it  may  be  paid  in  an  amount  different  than  submitted. 
If  the  health  department  is  notified  of  the  change  and  it  adjusts  its  internal 
accounting  records,  there  will  normally  be  no  problem  because  the  next  billing 
to  the  State  should  reflect  the  adjustment.   However,  if  the  error  occurs  during 
the  last  month  of  the  grant  period,  correcting  the  error  on  the  next  state 
billing  (assuming  it  is  a  continuing  program)  would  result  in  an  adjustment 
to  the  wrong  grant  period.   Other  differences  between  the  county  health  depart- 
ments and  treasurers'  records  occur  when  they  charge  a  payment  to  different 
programs,  or  one  agency  records  an  entry  without  notifying  the  other  (e.g.  noted 
in  audit  -  treasurer  records  quarterly  payroll  tax  payments  from  central  payroll 
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system  which  don't  get  recorded  on  health  department  records,  and  health 
department  makes  correcting  adjustment  between  programs  without  the  entry 
being  made  on  the  treasurer's  records). 

All  of  the  above  problems  and  potential  problems  resulting  from  the 
county  health  departments  billing  the  State  from  its  internally  maintained 
records  could  be  avoided  by  timely  reconciliations  of  health  department 
and  county  treasurer  records.  A  frequent  reconciliation  is  preferable  but, 
at  a  minimum,  the  reconciliations  should  be  made  before  the  counties'  final 
grant  billings  are  submitted  to  the  State. 
RECOMMENDATION 

I  recommend  that  the  Department  require  sub-grantee  county  health 
departments  which  use  their  internal  records  as  a  basis  for  billing 
the  State  for  cost  reimbursements  to  reconcile  these  records  with 
the  county's  official  accounting  records  before  submission  of  final 
grant  billings. 

INTERNAL  AUDIT  REPORTS 


Pursuant  to  federal  regulations  and  good  management  practices  for  an 
agency  of  its  size,  the  Department  employed  a  full  time  internal  auditor 
in  the  fall  of  1978.   To  date,  his  primary  audit  activities  have  involved 
audits  of  sub-grantees  in  the  Department's  child  care  food  and  WIC  programs. 
Recently,  he  has  expanded  his  audit  activities  to  include  other  department 
programs  such  as  environmental  health. 

The  reports  prepared  as  a  result  of  the  internal  audits  currently  in- 
clude the  auditor's  opinion  regarding  accounting  and  administrative  con- 
trols, cite  deficiencies  noted,  and  include  recommendations  to  correct  the 
deficiencies.   Not  included  in  the  reports  is  a  reference  to  the  time  period 
and  dollar  amounts  covered  by  the  audits.   Inclusion  of  this  information  in 
the  audit  reports  would  make  the  reports  more  informative  and  complete. 
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The  internal  auditor  currently  lias  this  information  in  his  audit  working 
papers  but  not  the  reports.   For  example,  including  the  fact  that  an  audit 
of  a  sub-grantee  covered  program  cost  reimbursements  totaling  $21,172  for 
the  period  January  1-June  30,  1980,  would  make  the  report  more  complete  and 
inform  all  interested  parties  (department  administration  and  program  nanagers, 
sub-grantee,  federal  and  state  auditors,  etc.)  precisely  what  time  frame  and 
dollars  were  involved.   Coupled  with  the  currently  reported  opinion,  findings, 
and  recommendations,  this  should  make  the  reports  complete  and  stand  on  their 
own. 

RECOMMENDATION 

I  recommend  that  the  Department  expand  internal  audit  reports  to  include 
the  time  period  and  dollar  amounts  covered  by  internal  audits. 

CASH  DISCOUNTS 

Some  vendors,  in  order  to  obtain  cash  for  their  goods  or  services  on  a 
more  timely  basis  than  they  ordinarily  would,  offer  sales  discounts  to  pur- 
chasers if  payment  is  made  within  a  specified  time  period  (e.g.  10,  20,  or 
30  days).   In  reviewing  the  Department's  expenditures,  it  was  noted  in  several 
instances  that  the  Department  does  not  take  advantage  of  available  cash  dis- 
counts.  In  some  of  these  instances,  payment  was  made  within  the  specified 
discount  period  and  in  others  it  probably  could  have  been  if  the  available 
discounts  had  been  identified.   Although  no  substantial  amounts  were  involved 
in  the  instances  noted,  available  discounts  are  worth  identifying  and  con- 
sidering in  the  payment  process  because  they  can  accumulate  to  a  substantial 
savings  over  a  period  of  time. 

RECOMMENDATION 

I  recommend  that  the  Department  implement  as  a  standard  procedure  in  its 
bill  paying  process  the  identification  and  consideration  of  available 
cash  discounts  for  prompt  payment  of  bills. 
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TRAVEL  ADVANCKS/RKVOLVING  CASH  FUND 

Two  revolving  cash  fund  checks  for  travel  advances  totaling  $445  were  issued 
in  late  June  1980,  but  no  entry  was  made  to  record  the  advances  in  SBAS  until 
July  1980.   As  a  result,  the  General  Fund's  revolving  cash  fund  was  overstated 
$445  at  June  30,  1980,  and  travel  advances  were  understated  by  the  same  amount. 
Revolving  cash  funds  should  be  adjusted  to  actual  each  June  30  to  properly  pre- 
sent their  status. 

RECOMMENDATION 

I  recommend  that  the  Department  establish  procedures  to  insure  that  its 
revolving  cash  fund  is  adjusted  to  actual  at  year  end. 

PRIOR  AUDIT  RECOMMENDATIONS 

The  last  comprehensive  audit  of  the  Department's  funds  was  for  the  fiscal 
year  ended  June  30,  1978.   That  audit  resulted  in  twenty  audit  recommendations. 
These  recommendations  have  been  substantially  implemented  except  as  discussed 
below. 

Internal  Control  Over  Cash 

Consider  centralizing  the  collection  of  cash  within  the  Department. 

In  the  Department's  reply  to  this  recommendation,  department  officials  con- 
curred with  the  desirability  of  the  recommendation  but  pointed  out  its  impracti- 
cality  because  the  Department  currently  operates  out  of  several  locations  in 
Helena.   A  major  addition  to  the  Department's  headquarters  building  is  currently 
being  constructed  with  a  1981  target  completion  date.   It  is  planned  that  all 
the  Department's  bureaus  will  be  housed  in  the  enlarged  building,  and  Department 
officials  state  that  a  centralized  cashier  function  will  be  considered  when  the 
bureaus  move  under  one  roof. 
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Prior  Year  Revenues 

Receipts  of  federal  grant  monies  should  be  recorded  as  revenue  in  the 
year  earned. 

As  pointed  out  in  note  number  1  in  the  notes  to  financial  statements  of 
this  report,  and  as  acknowledged  in  the  comments  section  of  the  prior  audit 
report,  the  State  is  predominately  on  the  cash  basis  of  accounting  for  recog- 
nition of  revenues.   As  the  prior  audit  report  further  pointed  out,  one  excep- 
tion to  this  is  reimbursements  due  on  federal  grants  for  which  the  Department 
has  a  significant  amount  at  the  end  of  each  fiscal  year.   However,  the  Montana 
Operations  Manual,  Section  2-1100.30,  advocates  recognizing  such  revenues  only 
to  the  extent  they  are  material,  measurable,  and  available. 

Most  of  the  federal  grant  moneys  the  Department  receives  come  through 
letter  of  credit  draws.   Revenue  is  recognized  as  these  draws  are  deposited  in 
the  state  treasury.   The  revenue  is  "earned"  as  program  costs  eligible  for  federal 
participation  are  incurred.   At  any  point  in  time  before  a  project  is  complete, 
it  is  not  practical  to  determine  precisely  what  has  been  earned  because  the 
information  isn't  available  on  a  timely  basis.   Accordingly,  the  revenues 
earned  are  not  precisely  measurable  so  I  conclude  the  Department  is  following 
the  prescribed  state  accounting  policy. 

I  do  concur  with  the  idealism  of  the  prior  audit  recommendation,  however, 
and  offer  the  following  alternative  for  the  Department's  consideration.   Proceeds 
from  letter  of  credit  draws  could  be  recorded  as  "receipts  collected  in  advance" 
(a  liability  account  as  opposed  to  revenue).   Revenues  could  be  determined  and 
recorded  each  month  after  the  fact  from  the  prior  month's  federal  share  of  costs 
(automatically  recorded  in  SBAS  by  responsibility  center  attributes) .   Federal 
participation  in  costs  recorded  during  the  fiscal  year  end  accrual  period  could 
be  determined  by  remote  SBAS  access  through  the  Department's  terminal  and  the 
applicable  revenue  recorded  as  the  last  year  end  entry.   Prior  year  expenditure 
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adjustments  in  the  subsequent  year  affecting  the  federal  participating  costs 
would  also  require  a  prior  year  revenue  adjustment.   Such  an  approach  would 
result  in  more  accurate  financial  statements  but  its  practicality  would  have 
to  be  carefully  considered. 

CONCLUDING  COMMENTS 

The  comments  and  recommendations  contained  in  this  report  have  been 
made  available  to  the  Department  director  and  have  been  reviewed  in  detail 
with  his  administrative  staff.   The  Department's  written  reply  is  included 
as  an  appendix  to  this  report  on  page  18.   I  would  like  to  thank  the  director 
and  his  staff  for  their  cooperation  and  assistance  provided  during  the  audit. 
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DEPARTMENT  OF  HEALTH  AND  ENVIRONMENTAL  SCIENCES 
NOTES  TO  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1980 


Basis  of  Accounting 

1.  Consistent  with  established  fiscal  policy  for  the  State  of  Montana,  the 
statements  are  prepared  on  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expend- 
itures as  provided  by  the  law."  (Montana  Administrative  Manual,  2-02A0.40.) 
Inventory  supplies  are  charged  to  expense  at  the  time  of  purchase. 

Sub-funds 

2.  The  Department  utilizes  several  sub-funds  (accounting  entitles)  to  main- 
tain separate  accountability  for  several  of  its  financing  sources,  as 
follows: 

Earmarked  Revenue  Fund: 

Environmental  Quality  Variance  Reviews 

Subdivision  Plat  Reviews 

Environmental  Impact  Statements 

Health  Effects  Study 

Junk  Vehicle  Disposal 

Board  of  Certification  for  Water  &  Waste  Water  Operators 

Water  Testing 

Federal  and  Private  Revenue  Fund: 

Environmental  Protection  Agency  Letters  of  Credit 
U.  S.  Department  of  Agriculture  Letters  of  Credit 
Department  of  Health  &  Human  Services  - 

Departmental  Federal  Assistance  Financing  System 

Letters  of  Credit 
Health  Services  Reimbursements 
Public  Health  -  Miscellaneous 

Investments 


3.   Investments  are  stated  at  cost.   The  market  value  of  the  Investments  at 
June  30,  1980,  approximated  cost. 
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General  Fixed  Assets 

4.  Fixed  asset  purchases  are  recorded  as  expenditures  of  the  fund(s) 
financing  the  purchases.   Acquisitions  of  fixed  asset  items  costing 
$200  or  more  are  capitalized  in  the  State's  Property  Accountability 
Management  System.   No  depreciation  is  recorded  on  general  fixed  assets. 

Accrued  Liability  For  Employees'  Earned  Time  Off 

5.  Also  consistent  with  established  fiscal  policy  for  the  State  of  Montana, 
the  accompanying  statements  exclude  the  accrued  liability  for  department 
employees'  earaed  time  off  for  vacation  and  sick  leave.   The  related 
expenditures  are  recorded  when  paid.   Permanent  employees  are  allowed  to 
accumulate  and  carry  over  into  a  new  calendar  year  a  maximum  of  two  times 
their  annual  accumulation  of  vacation.   Upon  termination,  qualifying 
permanent  employees  having  unused  accumulated  vacation  and  sick  leave 
receive  payment  for  vacation  on  a  100  percent  basis  and  sick  leave  on  a 
25  percent  basis.   The  amount  of  the  liability  associated  with  unused, 
accumulated  vacation  and  sick  leave  at  June  30,  1980,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.   The  monetary  liability  is  not 
calculated  until  an  employee  terminates. 

Retirement  Plan 

6.  The  Department's  employees  are  covered  by  the  Public  Employees'  Retirement 
System,  a  contributory  plan  under  which  the  State  contributes  6.2  percent 
of  an  employee's  gross  wages  and  the  employee  contributes  six  percent  of 
his  gross  wages.   The  Department  incurred  pension  costs  of  $257,362  during 
fiscal  year  1978-79  and  $281,954  during  fiscal  year  1979-80.   The  State's 
policy  is  to  fund  accrued  pension  costs. 


f 
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Loan  Authorization 

7.  House  Bill  No.  824  passed  by  the  1979  Legislature  authorized  a  $2,000,000 
loan  to  the  Department  from  the  State's  Renewable  Resource  Development 
Clearance  Fund  Account.   The  authorization  is  for  the  Department's  solid 
waste  management  project  and  remains  in  effect  through  June  30,  1981. 

As  of  June  30,  1980,  no  use  had  been  made  of  the  authorized  loan. 

Litigation 

8.  Fines  totaling  $160,000  have  been  imposed  against  several  entities  for 
violations  of  Montana  water  pollution  standards.   These  fines  are  in 
various  stages  of  litigation  and  actual  amounts  collectible  cannot 
presently  be  determined. 
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G.  Dean  Reed 

Certified  Public  Accountant 
1300  Cedar  Street 
Helena,  Montana  59601 

Dear  Dean: 

The  Montana  State  Department  of  Health  and  Environmental  Sciences 
has  read  the  draft  audit  for  FY  1979  and  FY  1980.  At  your  request  the 
fiscal  staff  of  the  agency  has  reviewed  your  findings  and  this  agency's 
responses  are  as  follows: 

1 .  Local  Health  Agency  -  Reimbursement  Claims 

The  Department's  Contract  Officer  and  the  Legal  Division  will 
be  requested  to  change  the  contracts  with  local  agencies  to 
include  a  statement  which  will  call  for  a  reconciliation  of 
the  health  units  accounting  information  with  that  of  the 
official  county  accounting  records. 

2.  Internal  Audit  Reports 

The  Department's   internal  audit  staff  has  been  advised 
(10-24-80)   to  include  the  inclusive  dates  and  dollar  volume 
in  the  audit  reports. 

3.  Cash  Discounts 

The  purchasing  and  accounting  staff  members  of  the  Management 
Services  Bureau  have  been  advised  to  strive  to  take  advantage 
of  all  discounts. 

The  Department  will  implement  a  procedure  to  identify 
available  cash  discounts  and  will  strive  to  take  advantage  of 
as  many  discounts  as  possible. 

Procedures  to  implement  this  "cost  saving"  wiH  be  facilitated 

when  the  agency  moves  to  a  single  facility  in  the  spring  of 

1981.  Routing  invoices  to  five  facilities  and  dealing  with 

numerous  traveling  personnel  have  been  the  major  reasons  for 
the  current  delays  in  processing. 

4.  Travel  Advances 

The  volume  of  checks  is  approximately  500  per  year.  The  last  two 
for  FY  1980  were  issued  after  the  final  claim  for  reimbursement 
was  processed.  A  journal  voucher  could  have  been  prepared  to 
correctly  reflect  these  expenditures.  Time  for  the  accounting 
staff  during  year  end  activities  is  often  limited;  however,  there 
are   procedures  to  accommodate  this  financial  activity  and  they 
will  be  followed. 

EEO/AFFlfiMATIVE  ACTION  AGENCY 
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5.     Internal  Cash     (Prior  finding) 

The  central   cashier  function  will  be  installed  when  the  agency 
moves  to  a   single  facility.     It  will   be  necessary  to  place  one 
full-time  equivalent  in   the  Management  Services  Bureau  to  handle 
"all"  collections. 


Joftn  W.  BartTett 
Deputy  Director 


cc:   Robert  J.   Redpath,  Administrator 
Central   Services  Division 
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